This research is a feedback to Wang (2015) suggesting that realized returns should be used in conjunction with ICCs to make more robust inferences about expected returns. We examine the validity of six firm-specific ICCs along with a synthetic one, in the Tunisian context, according to their feasibility and their correlation with realized return. The examined estimators are calculated according to three types of earnings forecasts: smoothing, random walk and cross-section. These estimators represent three main valuation approaches: Present Value of Expected Dividend (PVED), Residual Income Valuation Model (RIV) and Abnormal Earnings Growth (AEG). Our results confirm the assertions of Gerakos and Gramacy (2013) on random walk forecasts" good performance as well as those of Li and Mohanram (2014) on the poor quality of Hou et al. (2012)"s cross-section forecasts. Furthermore, dividend seems best reflecting Tunisian stock market expectations concerning future revenues which would be generated by the valuated asset. These findings bring into question the relevance of new accounting valuation approaches which are anchored rather on equity book value (RIV) and on earnings forecasts (AEG).
Introduction
The cost of capital is crucial for any financial or investment decision. Its knowledge is necessary for optimal resources allocation. It is a main accounting and financial valuation topic which never ceases to intrigue evaluators, researchers and practitioners. At the beginning, this topic used to be tackled within financial theory. During latest decades, it began also to impose as a fundamental accounting subject matter, to such an extent to be considered among the factors of reconciliation between finance and accounting. In fact, the incentive of accounting researchers to the cost of capital has started taking importance following the failure of standard financial valuation approaches to provide a reliable expected return estimator and thus the development of the Implied Cost of Capital (ICC) as an alternative approach (Note1). ICC has the merit to be derived independently of risk factors. However, its admission as a reliable expected return proxy remains dependent on its empirical validity which does not seem to be initially obvious, especially in the presence of different estimators. Then, the main question to be asked is: "How should we assess various ICCs; and what determine their quality?" (2000) , Vuolteenaho (2002) and Lundblad (2007) , have established that realized return is a poor expected return proxy, reference to realization remains always necessary for any forecasts validation. Wang (2015) suggests that realized returns should be used in conjunction with ICCs to make more robust inferences about expected returns.
The remainder of the paper is organized as follows: Section 2 discusses related literature and hypothesis development. Section 3 presents our methodology while Section 4 provides details on our empirical results. Section 5 concludes.
Literature Review and Hypotheses Development
The Implied Cost of Capital is a methodology for estimating the cost of equity capital. It consists on reverse-engineering the standard estimation procedure. Thus, instead of seeking to derive a model expressing the rate of return as a function of its determinants, ICC methodology proceeds by estimating the rate of return as being the internal rate of return ensuring the equality between current stock price and the present value of expected revenues that would be generated by the valuated asset. Hence, the ICC is an ex ante expected rate of return estimator. It represents the rate of return as expected by the market. Therefore, the major attribute of ICC methodology is that expected rate of return estimators are based on forecasts rather than extrapolation from historical data.
Several ICC estimators have been derived. The difference between them lies in the specification of the variable representing expected future revenues which would be generated by valued asset. A review of related literature allowed distinguishing three main specifications: Dividend, Residual Income and Abnormal Growth in forecasted Earnings. Each specification is appropriate for a well-defined context. Thus, the first specification is suitable for companies that regularly distribute dividends. In the absence of dividend distribution, it is rather the Residual Income or the Abnormal Earnings Growth which should be implemented, provided that future activity is beneficial. Furthermore, it is worthwhile to note that Abnormal Earnings Growth approach includes Residual Income and Dividend approaches as special cases.
Despite its simplicity, Dividend approach is often faced, when implemented, to the non-availability of dividend forecasts and their expected growth rate. This approach is inoperative for companies which not distribute dividend. RIV approach requires earnings forecasts rather than dividends for ICC estimation. This allows reducing ICC estimation bias. Despite these advantages, Implied Cost of Capital estimation according to RIV approach is in turn, faced up to several problems inherent to either firm-specific or portfolio ICC estimation. Indeed, while future residual income are calculated using forecasted earnings and equity book values are obtained via the clean surplus relation, perpetual growth rate of abnormal earnings beyond the explicit forecasting horizon remains problematic.
RIV approach has experienced several applications, particularly in cost of equity capital estimation. Pioneering works are those of O"Hanlon and Steele (2000), Claus and Thomas (2001) , Gebhardt et al. (2001) , as well as those of Easton et al. (2002) . The difference between these studies lies in assumptions they made about the rate of growth beyond the explicit forecasting horizon. Claus and Thomas (2001) , for example, consider the same residual income growth rate for all firms. This rate is approximated by the expected inflation rate. Gebhardt et al. (2001) , have faded the terminal return-on-equity to an industry median return-on-equity. O" Hanlon and Steele (2000) and Easton et al. (2002) , simultaneously estimate the expected rate of return and the residual income growth rate implied by the data.
The major reason for RIV approach"s widespread acceptance rests on its ability to assign a useful role for accounting data in equity valuation. This approach has shown its effectiveness in several issues, but especially for estimating the cost of equity capital. However, some shortcomings related to clean surplus assumption violation, mainly on per share equity base, are not to be neglected. At this subject, Ohlson (2005) indicates that futures capital transactions which change the number of shares outstanding, usually translates into a violation of this assumption on the per share level. However, several studies have ignored this detail and have continued to calculate the forecasted equity book value by assuming that the per share clean-surplus assumption holds; the effect of such conceptual irregularity on implied expected rate of return validity is unknown. Ohlson (2005) further observes that for the residual income valuation model to hold on a total dollar basis, issuances and re-purchases of shares must be value-neutral from the point of view of new future shareholders. Once again, the effect of this assumption violation on the validity of the implied expected rate of return is not examined. All these incompatibilities are resolved in the Abnormal Earnings Growth Approach context.
Rather than focusing on equity book value and residual income, Abnormal Earnings Growth approach anchors the equity valuation on capitalized future earnings and makes adjustments via future expected abnormal growth in earnings. Apart from the technical reasons pointed out by Ohlson (2005) , the AEG approach finds its Ohlson and Juettner-Nauroth (2005) model performances are also manifested through dividend growth model establishment regardless the dividend payout ratio constancy assumption. This confirms Modigliani and Miller (1961) dividend policy neutrality. In addition to these conceptual attributes, the interest of the OJ model (2005) is mainly empirical. Indeed, the model is at the basis of many studies dealing with AEG approach implementation, particularly in the Implied Cost of Capital estimation, such as Gode and Mohanram (2003) ; Easton and Monahan (2005) ; Lee, So, and Wang (2014) ; Hou et al. (2012) . Furthermore, the introduction of some restrictions on the main model allowed regaining several ratios that are widely used by practitioners, such as Price-to-forward Earnings (PE), Price-to-forward Earnings Growth (PEG) and modified Easton (2004) PEG.
Despite the AEG approach theoretical and empirical success, some studies like Easton (2009) , Claus and Thomas (2001) , Gebhardt et al. (2001) , advocate that in appropriate contexts (Note 2), RIV approach is more relevant. Furthermore, many theoretical studies claim that RIV approach would be more suitable to classical economy activities characterized by a high level of physical assets, while AEG approach would be more appropriate to modern economy activities characterized by high level of intangible assets. Provided that our sample is dominated by classical economy firms, we expect that RIV approach ICCs would be more valid than those given by AEG and Dividend approaches. Applied to our two validity criteria, this hypothesis looks like:
H1: RIV approach ICCs are more feasible than AEG and Dividend approaches estimators.
H2: RIV approach ICCs are more correlated with realized return than are AEG and Dividend approaches estimators.
Methodology
We estimate annual firm-specific Implied Cost of equity Capital for each firm of our sample, according to a variety of models. Models are chosen to represent three main ICC estimation approaches, taking into account inputs availability required by each model in our database. Hence, we use two variants of the Gordon & Gordon (1997) model (T = 1 and T = 3) along with Damodaran (1999) model to represent the Dividend approach. We implement the two growth phases" model by Claus & Thomas (2001) to represent RIV approach. And finally, we employ two other models representing AEG approach: the Price-to-forward Earnings Growth (PEG) ratio and the modified Price-to-forward Earnings Growth by Easton (2004) . The two models representing AEG approach are derivatives of Ohlson and Juettner-Nauroth (2005) "s model.
Estimation Procedure
For each company in our sample, we estimate the annual ICC according to each of the six retained estimators, at the end of June of each year throughout the period of study. To do so, we use current stock price along with one, two or three period ahead forecasted earnings, depending on each model requirements. Forecasted earnings are those of smoothing, random walk and rolling panel cross-section. The choice of the end of June for the ICC calculation is motivated by the need of a stock price that reflects the maximum of information on valued assets.
Each ICC estimator represents the optimal solution of an iterative process driven on the basis of inputs required by the model. Some of these models result in undefined forms of the ICC. This is so when the iterative process does not result in an optimal solution or when the process admits a solution but achieved ICC estimators are abnormally low or high or even negative. To avoid outliers" effect on our results, ICC estimators out of range [0%, 100%] are ignored. This range of variation comes from the ICC definition which is a rate of return as expected by the market. That is a rate of the minimum return required by investors to hold the valued asset. According to this conception, ICC can"t be negative, as the investor would not require a negative rate of return. Similarly, within business, it makes no sense to talk about negative equity cost. On the other hand, investor requirements should be realistic. Indeed, beyond certain reasonable threshold profitability, it would be difficult to satisfy them. The maximum rate of return that would be required for holding an asset depends on several parameters including market characteristics, asset specificity and investor attitude. We retain a ceiling rate of Vol. 8, No. 5; 2015 return of 100%.
ICC Estimation Models
Several ICC estimation models have been derived. In this study, we use six valuation models representing three main valuation approaches: Dividend, RIV and AEG. Model choice is constrained by forecasted earnings availability in our database. To control estimation model effect on the scope of empirical results, we use further a synthetic estimator defined as the average of the six estimators.
Dividend Approach
Dividend approach includes many ICC estimation models. The difference between these models lies especially in the explicit forecasting horizon length and the terminal value as well as in the dividend growth proxies to be considered beyond the explicit forecasting horizon. In this study, we retain two variants of the Gordon & Gordon (1997) model (T = 1 and T = 3) along with a reduced version of Damodaran (1999) model.
Based on the dividend discounted formula, Gordon & Gordon (1997) considered a finite forecasting horizon (T) with a terminal value defined as the present value of explicit forecasting horizon last period"s forecasted earnings, to establish a relationship between current stock price and the Implied Cost of equity Capital. The model is expressed as follows:
Where:
is the stock price at the valuation date (t=0); is the year t forecasted dividend as expected at the valuation date (t=0); and, is the latest forecasted earning of the explicit forecasting horizon as expected at the valuation date (t=0).
This valuation formula gave rise to multiple versions of the model depending on the length of the explicit forecasting horizon. The first version of Gordon & Gordon (1997) model we use, is characterized by a single period explicit forecasting horizon (model ICC1: T = 1) so as the Cost of Capital reduced to a relationship between next period forecasted earnings and the current stock price. The model takes the following form:
0 is the current stock Price; , is the Implied Cost of equity Capital; and,
is the one period ahead earnings forecasts, as expected at the valuation date, (t=0).
The advantage of ICC1 lies in its simplicity and in the limited number of variables required by the model along with the reduced explicit forecasting horizon. Indeed, only one period ahead forecasted earnings is required, without any terminal value. This model derives its legitimacy from the fact that prediction error more affects further distant forecasts. This is a consequence of the positive relation between uncertainty and forecasting horizon length. Hence the need to reduce the explicit forecasting horizon. Furthermore, the terminal value negligence is motivated by the hypothesis of one year ahead forecasted earnings perpetuity renewal.
In this framework, one year ahead forecasted earnings are sufficient to determine the ICC. This is absolutely an easily implementable empirical form, yet too simplistic. Indeed, the stock price cannot be limited only to next year forecasts. That"s why we intend to implement a longer explicit forecasting horizon version of Gordon & Gordon (1997) model (ICC2: T = 3). This horizon choice is dictated by the availability of earnings forecasts in our data base. Formal expression of ICC2is as follows:
is the current stock price (t=0); is the forecasted dividend for next year t (t = 1, 2, 3), as expected at the valuation date (t=0);
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is the last forecasted earnings of the explicit forecasting horizon as expected at the valuation date (t=0).
The extension of the explicit forecasting horizon beyond next year is justified by the fact that forecasting model needs to include much more information on value expected determinants. Hence, value effect of prediction errors on most distant amounts is weaker than those on nearest ones. This result is due to the valuation function geometric form. Thus, if prediction error is unavoidable, it is better to make it on furthest than on closest amounts. Accordingly, the extension of the explicit forecasting horizon could improve the valuation model. Damodaran (1999) has kept the same scheme as that proposed by Gordon and Gordon (1997) but with an otherwise formulated terminal value. Indeed, the model of Damodaran (1999) consists of two phases: a five-year growth phase followed by a stability phase where the fifth year forecasted dividend is expected to grow at the expected GDP long term growth rate. We use this formulation but with a three-year explicit forecasting horizon (model ICC3). This choice is motivated mainly by the availability of our data base earnings forecasts. Indeed, our explicit forecasting horizon is limited to three periods. Accordingly, formal expression of the third ICC within dividend valuation approach would be as:
is the current stock price; is the forecasted dividend for next year t (t = 1, 2, 3), as expected at the valuation date (t=0);
, is the Implied Cost of equity Capital, and;
, is the perpetual dividend growth rate beyond the explicit forecasting horizon.
We adopt "s measure of the dividend perpetual growth rate beyond the forecasting explicit horizon as the expected GDP long term growth rate. We assume an adaptive expectations structure according to which the expected GDP growth rate is represented by the last five years geometric growth rate (Note 3). With regard to a suite of dependent values from one year to another, the geometric mean is more appropriate than the arithmetic average for expected GDP growth rate determination. Furthermore, the geometric mean is less sensitive to Outliers than arithmetic average. Hence, beyond the explicit forecasting horizon, all companies are supposed to grow at the same rate.
Residual Income Valuation Approach
The absence of forecasted dividend databases and the non-adaptation of dividend valuation models to no distributing dividend companies, gave rise to alternative ICC estimation approaches. Residual Income Valuation is one of the most prominent of these approaches. According to RIV, Implied Cost of Capital would be the rate of return that allows equality between current stock price, on one hand, and the sum of the beginning-of-the-period equity book value adjusted by the present value of the expected future residual income that would be generated by the valued asset, on the other hand. Several empirical forms of this approach could be derived. The difference between these forms lies in assumptions made about the explicit forecasting horizon length as well as in the long term earnings forecasts (beyond the first two or three years). The most eminent empirical models developed within this framework remain those of Claus and Thomas (2001) and Gebhardt et al. (2001) .The narrowness of our explicit forecasting horizon limits our choice to a reduced version of Claus and Thomas (2001)"s model expressed as: , is the residual income growth rate beyond the explicit forecasting horizon.
We adopt Claus and Thomas (2001) hypothesis according to which, the long term residual income growth rate beyond the explicit forecasting horizon, is approximated by the expected inflation rate as determined by the www.ccsenet.org/ibr
International Business Research Vol. 8, No. 5; 2015 valuation year risk free interest rate ( ), minus 3% ( = − 3%). The risk free interest rate being approximated by the 10-year interest rate Treasury bills. Botosan (1997) indicates that the unknown rate of return (cost of capital) appears in both the numerators and denominators of the terms on the right-hand side of valuation model (ICC4), resulting in a polynomial in ( ) with several possible roots. Nevertheless, empirically, only one root is a positive real number. Each year, we seek the value of that satisfies equation (ICC4); the first iteration being close to the risk-free rate.
Abnormal Earnings Growth Approach
While RIV approach is based on two main variables (equity book value and residual income), AEG approach focuses only on forecasted earnings. Almost, all models within this approach retain the one period ahead forecasted earnings as anchor value along with many alternative estimates of the present value of expected earnings beyond next period, which are supposed growing abnormally. The valuation function is as follows: This approach gave rise to a large number of ICC estimators. We retain in this study the most used ones. The first model we use is the Modified Price-to-forward Earnings Growth (MPEG) by Easton (2004) , taking into account an explicit forecasting horizon of two years (T = 2) and a null long term growth change in earnings (∆ = 0) (Note 4). Under these conditions, the formal valuation model expression will be:
Where 1 2 are one and two period ahead forecasted earnings and 1 , is one period ahead forecasted dividend.
This model is very convenient thanks to the advantage of its limitation to short term earnings forecasts. However, the major critic often addressed to it is the same expected rate of change in abnormal growth in earnings assumption beyond the explicit forecasting horizon (no change in earnings abnormal growth is considered: ∆ = 0). Gode and Mohanram (2003) released this restriction assuming the same expected rate of change in abnormal growth in earnings for all firms as measured by the risk free rate minus 3%.
The second AEG approach model we use for ICC estimation is derived by Easton (2004) with a two-period explicit forecasting horizon (T = 2). The model expression is as follows: 
Sample and Data
Our sample consists of 32 Tunisian companies listed on the Tunis Stock Exchange (TSE) over a period of 16 Vol. 8, No. 5; 2015 years from 1997 to 2012. This choice is dictated both by the effective date of the Tunisian Accounting System (beginning of January 1997), and by the Tunisian Stock Exchange narrowness before that date. Given that, all ICC estimation models we use require forward-looking information of at least one year ahead, ICC is estimated over periods ranging from 15 to 13 years depending on the valuation model requirements(one, two or three years ahead forecasts). Hence, models requiring one year ahead forecasts are estimated through a period of 15 years. Those requiring two-year ahead forecasts are estimated over a period of 14 years. And finely, those requiring three-year ahead forecasts are estimated over a period of only 13 years.
Financial data regrouping stock prices, number of outstanding shares and dividends are extracted from the TSE website. Accounting data are collected from financial statements available on the TSE website. As for Treasury bonds rate, they are obtained from Tunisia Central Bank (TCB) and Financial Market Council (FMC) websites. Given that ICC estimation models inputs are considered in per share values, used stock prices are adjusted for stock splits occurring throughout the study period, in order to have homogeneous variables unit variance limiting time series heteroskedasdicity.
Variables Measurement
ICC estimation models we use involve three types of variables. A first type that is directly observable, such as stock price, current earnings, current dividend and beginning of the period equity book value. A second type including synthetic variables that are generated, either according to predictive models, such as forecasted earnings, or simply calculated using observable and/or synthetic variables such as forecasted dividend or equity book value. The last type of variables, meanwhile, includes non-observable ones to be measured by observable indicators. That is the case of earnings; dividend or residual income expected growth, or the change of such growth beyond the explicit forecasting horizon.
Stock Price
All firms in our sample close their fiscal year on December 31. According to Tunisian Accounting System requirements, financial statements should normally be published no later than three months after the fiscal year end. But in fact, this stipulation is observed only for tax statements. Most Tunisian companies take more than three months after the fiscal year end to publish their financial statements. Hence, we estimate the ICCs at the end of June of each year. All models inputs are measured at this date. The aim is to use a stock price that reflects much more information about the valued security.
Forecasted Earnings
ICC estimation models performance depends on forecasted earnings quality. Hence several works have been devoted to improve ICC estimators via the use of good quality earnings forecasts. Yet, the most used earnings forecasts are those of analysts. Given the non availability of analysts" earnings forecasts in the Tunisian context, on one hand, and the over-optimism bias characterizing them, on the other, we limit our study to technical (econometric) earnings forecasts. We use spatially smoothing, random walk and cross sectional forecasts. These earnings forecasts are doubly adjusted. The first adjustment concerns stock splits, while the second refers to negative earnings forecasts, which are replaced by a theoretical forecasted earnings calculated as 0.6% of forecasting year total assets. The purpose sought behind the use of these three forecasts varieties is to examine the quality forecasts effect on ICC estimator"s performance.
Forecasted Dividend
In the absence of specific dividend forecasting model, this variable will be determined via forecasted earnings. Thus, for each year, the forecasted dividend of a given firm is obtained by multiplying the forecasted earnings for this year (one, two or three-year ahead) by the same year dividend distribution rate (Note 5). The latter rate is calculated by dividing distributed dividend by the net profit after tax for the concerned year. This is for profitable firms. For loss-making firms during a given year, they are supposed not to distribute dividend for this year. Consequently, their payout ratio will be zero (Note 6). Moreover, dividend distribution rate cannot exceed the unit. Besides being an input for some valuation models, forecasted dividend is also used in equity book value forecasts.
Forecasted Equity Book Value
Beginning of the period per share equity book value is obtained by dividing the total equity book value at the end of the previous year by the number of shares outstanding at that date. Forecasted per share equity book value is determined according to the clean surplus relation expressed as follows: + , is the τ period ahead dividend forecasts. The use of these variables in estimating six ICCs (ICC1, ... ICC6) allows to obtain the annual cost of equity capital for each of the firms in our sample throughout the period of study.
Results
All ICCs are proxies of the same expected rate of return. Although they represent different valuation approaches, all these estimators are derived from the Present Value of Expected Dividend (PVED) formula. Thus, their implementation should normally lead to similar, if not identical, ICC values. However, the divergence between these models concerning the expected revenue proxies related to the valued asset and regarding assumptions about explicit forecasting horizon length, terminal value and expected growth rate, translates into differences between the calculated ICC. Hence, we expect high level correlation between firm-specific ICCs along with a positive correlation of each of them with realized return. On the other hand, some models lead to undetermined ICC forms fault of iterative process solution. This is why the feasibility of the model can be used as a comparison criterion while examining ICCs" performance. Panel A of table 1, shows thatICC5 has the highest mean, median and standard deviation of all individual estimators. The average realized return is greater than mean values of all ICCs, including synthetic estimator. The extent of realized return range translates into a high volatility of the latter. Furthermore, realized return negative values should result in a negative correlation with a number of estimators. Panels B and C of table 1 leave arise almost the same observations for random walk and cross-sectional earnings forecasts.
Descriptive Statistics
For the three types of forecasted earnings, the average realized return is generally superior to the average values of all ICCs including the synthetic one. This result indicates that our estimators" expected return is underestimated compared to achievements. In addition, the realized return"s standard deviation is higher than that of all estimators, including the synthetic one. This result points out a high volatility of realized return.
ICC Estimators' Feasibility
The study of ICC estimators" feasibility is justified not only by the fact that some of estimation models lead to undetermined ICC forms fault of iterative process solution, but also by the possibility that some ICC estimators would be outside of the ordinary range varying between zero and 100%. The lower bound of this validity interval comes from a regularity condition according to which the solution of the valuation function within ICC methodology cannot be negative, as it represents an "internal rate of return". As the upper bound, it expresses the evaluator realism. Indeed, it is possible that return could exceed 100%. But, this remains a special case which cannot be used to establish a general result. In practice, it is rare, if not impossible, that an investor may require a rate of return higher than 100%. Table 2 shows feasibility percentages of different estimators obtained according to smoothing, random walk and cross-section earnings forecasts. Feasibility percentages are obtained by dividing the number of years for which the estimator exits by the total number of observations (Note 7). Table 2 shows that smoothing and random walk earnings based ICC estimators exhibit very close feasibility percentages. Cross-sectional earnings based ICC feasibility percentages are relatively low, indicating the modest quality of this type of forecasts. According to the feasibility criterion, the first two estimators (ICC1 and ICC2), representing dividend approach, are the best. This result indicates that our first research hypothesis (H1) regarding estimators "validity according to their feasibility is rejected, since highest feasibility percentages are www.ccsenet.org/ibr
International Business Research Vol. 8, No. 5; 2015 those of dividend approach ICCs, and non those of the RIV approach as predicted. This finding means that the dividend is a good representation of Tunisian stock market expectations concerning future revenues that would be generated by the valuated stock. However, dividend approach dominance is confirmed only for cross-sectional earnings based ICC estimators. Indeed, for smoothing and random walk earnings forecasts, the lowest feasibility estimator belongs also to the dividend approach. This incompatibility stemming from the membership of the best and the worst estimator to the same approach would come from the reverse relation between forecasts accuracy and forecasting horizon length. In fact, while ICC1 and ICC2 estimators are limited to one and two-period ahead forecasts, ICC3requires three-period ahead forecasts.
ICC5 and ICC6 feasibility percentages are modest for all types of earnings forecasts. This AEG approach failure, especially at the level of cross-sectional earnings forecasts, could come from earnings incapacity to represent Tunisian Stock Market expectations. Indeed, the AEG value is anchored on the next period forecasted earnings.
As for the synthetic estimator, it has a ceiling feasibility percentage. This is intuitive given that this estimator represents the average of firm-specific estimators. Then, it is sufficient that one individual estimator among the six exists so as the synthetic one would be defined.
Realized Return and ICCs Estimators' Correlations
Each year and for every type of earnings forecasts, we calculate correlations between the six firm-specific estimators along with realized return and the synthetic estimator. Displayed values in table 3 are averages of annual correlation coefficients throughout the period of study. Note. *** indicates a significance level of 1%; ** indicates a significance level of 5%; * indicates a significance level of 10%; ( ) indicates the correlation P-value.
Panel A of table 3 shows that the highest correlation coefficients between smoothing earnings forecasts based firm-specific ICCs are those between the first three estimators (ICC1, ICC2 and ICC3). This is because these estimators belong to the same approach (dividend). The lowest correlation within firm-specific estimators is that between ICC1 (dividend approach) and CIC5 (AEG approach). This result is intuitive given the differences between the two approaches and between formal expressions of the two estimators. Indeed, while ICC1 is limited to one period ahead earnings forecasts as the asset value determinant, ICC5 requests one and two-period ahead earnings forecasts along with one period ahead dividend forecasts.
All firm-specific ICCs exhibit high correlation with the synthetic estimator. This is because the latter is the average of individual estimators. Table 3 panel A last line shows that all smoothing earnings forecasts based ICCs are positively correlated with realized return, except ICC3. ICC6 displays the highest correlation coefficient rising to0.1745. Although the realized return isn"t a good expected return proxy, positive correlation can be used as an indicator of ICC estimators" validity. Hence, despite the weakness of correlation coefficients, all smoothing earnings forecasts based estimators are valid, exceptICC3.
Panel B of table 3, indicates that ICC1 and ICC2 exhibit the highest correlation between random walk earnings forecasts based individual ICCs. This result confirms dividend approach dominance for smoothing earnings forecasts based estimators. The lowest correlation between firm-specific estimators concerns the two AEG approach"s estimators (ICC5 and ICC6). At first glance, this result seems abnormal, yet it would be explained by the differences between the two estimators" formal expressions. Indeed, while the ICC6 requires one, two and three-year ahead earnings forecasts along with one and two-year ahead dividend forecasts,ICC5 is limited to one and two-period ahead earnings forecasts with only one period ahead dividend forecasts combined within a simpler form than that of ICC6.
Practically, smoothing forecasts based results are qualitatively consistent with those based on random walk forecasts that have yet made an improvement at the level of correlation with realized return. Indeed, all the latter www.ccsenet.org/ibr
International Business Research Vol. 8, No. 5; 2015 forecasts based estimators are positively correlated with the realized return (including ICC3), with significantly higher correlation coefficients. Paradoxically, ICC3, which has proved not valid according to the smoothing earnings forecasts, exhibits the highest correlation coefficient with realized return according to the random walk forecasts.
Cross-section earnings forecasts based results (panel C, The most correlated estimators with realized return are ICC1 and ICC3 for random walk and cross-section earnings forecasts; and ICC6 for smoothing earnings forecasts. Hence, the more valid estimators according to correlation with realized return are those of Dividend approach if earnings forecasts are those of the random walk and cross-section. However, for smoothing earnings forecasts, the more valid estimators are those of AEG approach. Thus our second research hypothesis (H2) on the validity of the estimators according to their correlation with realized return is also rejected, since RIV approach estimators are not the most correlated with realized return. Moreover, the synthetic estimator exhibits acceptable correlation coefficients with realized return compared to firm-specific estimators. Hence, its usefulness as a means to control the valuation model effect on the scope of established results.
Conclusion
The purpose of this study is to check up the validity of a number of Implied Cost of equity Capital estimators according to their feasibility and their correlation with realized return. Six ICCs have been examined using three types of earnings forecasts. Selected models represent three main valuation approaches: Dividend, Residual Income and Abnormal Earnings Growth. Furthermore, we derived a synthetic estimator representing the average of the six individual estimators.
According to feasibility criterion, our results show that the first two estimators representing dividend approach are the best for the three types of earnings forecasts. These findings mean that dividend is a good representation of Tunisian Stock Market expectations concerning future revenues that would be generated by the valuated asset. Hence the rejection of our first research hypothesis (H1). As for AEG approach feasibility deficiency, especially according to cross-sectional earnings forecasts, it could come from earnings incapacity to reflect Tunisian Stock Market expectations or probably from the poor quality of Hou et al. (2012) "s model earnings forecasts as established by Li and Mohanram (2014) .
Regarding the correlation with realized return, our results reveal that the random walk earnings forecasts give the most correlated estimators. This result confirms the findings of Gerakos and Gramacy (2013) on the good performance of random walk forecasts. Moreover, almost all cross-sectional earnings forecasts based estimators are negatively correlated with realized return indicating, once again, the poor quality of Hou et al. (2012) "s model earnings forecasts as evidenced by Li and Mohanram (2014) . Additionally, according to the correlation with realized return criterion, the more valid estimators are those of Dividend approach for random walk and cross-sectional earnings forecasts and those of AEG approach for smoothing earnings forecasts. Hence, the rejection of our second research hypothesis (H2). However, this rejection should be considered with regard to the representativeness of each approach in our panel models. Indeed, whereas Dividend approach is represented by three estimators and AEG approach by two estimators, RIV approach is represented only by one estimator.
Results would be more reliable with the same number of estimators for all studied approaches.
Correlation with realized return and estimators" feasibility are just indicators of the ICCs preliminary validity. A more comprehensive study requires other estimator performance criteria such as time series estimator stability or www.ccsenet.org/ibr
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